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REFORT OF THE SUBCOMMITTEE ON ANTITRUST AND MO- 
NOFOLY LEGISLATION OF THE COMMITTEE ON THE JUDICI- 
ARY, UNITED STATES SENATE, 83d CONGRESS, 2d SESSION, 
CONCERNING THE TIE-IN SALE OF CREDIT INSURANCE IN 
CONNECTION WITH SMALL LOANS AND OTHER FINANCIAL 
TRANSACTIONS 





INTRODUCTION 


This is a report by the Subcommittee on Antitrust and Monopoly 
Legislation, 83d Congress, 2d session, of the Committee on the Judi- 
ciary. It concerns those Federal antitrust and monopoly problems 
related to the tie-in sale of credit life, health, and accident insurance 
in connection with so-called small loans and other financial transactions 
consummated in the State of Kansas. 

This report is in three parts. 

Part I is a preliminary staff study preceding the Kansas investi- 

ation. 
g Part II consists of the subcommittee’s findings based on the evidence 
and other data submitted as a result of the hearing in Topeka, Kans., 
September 20, 1954. The complete testimony upon which these 
findings are based is reprinted verbatim in the transcript of the hearings 
in the Kansas investigation. 

These findings embrace three areas of credit insurance activity: 

(1) Relationships between finance, lending, and credit insurance 
companies with their respective trade associations; 

(2) Officer-director-stockholder connections between finance and 
lending organizations and credit insurance companies; 

(3) Coercion, intimidation, and other unscrupulous practices em- 
ployed in the sale of credit insurance in connection with small loans 
and other financial transactions as the result of lack of State regula- 
tion. 

Part III sets forth the recommendations of the subcommittee as the 
result of its findings. 


Part I. Pretimmnary Starr Stupy PrRecepINnG THE KANSAS 
INVESTIGATION 


SCOPE OF THE SUBCOMMITTEE’S INQUIRY 


This investigation is strictly limited to the credit insurance industry. 
Nevertheless the abuses of credit insurance are inseparably linked 
with lending and other financial transactions. Therefore, so far as 
they relate to such abuses, the subcommittee has no choice except to 
include the operations of these lending and finance organizations with- 
in the purview of its inquiry. 
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A dual problem likewise may be posed to the State which would 
eradicate credit insurance abuses through State regulation. 

Credit insurance abuses may exist because of unethical practices 
indulged in both by finance and lending organizations and credit in- 
surance companies. Where this is the case, it may be necessary to 
enact good State loan laws side by side with good State credit insur- 
ance laws. Again, it may be necessary to promulgate good State 
loan regulations side by side with good State credit insurance regula- 
tions. It is not the duty of this subcommittee, however, to recom- 
mend one type of State law or State regulation to Kansas or any other 
State over some other type of proposed State regulation. Instead, 
this subcommittee’s inquiry here is limited exclusively to credit insur- 
ance abuses which have arisen by reason of a lack of State regulation, 
and which fall within the purview of the subcommittee’s Federal anti- 
trust and monopoly activities. 

Without attempting to set forth an all-inclusive list, here are some 
of the questions to which, in this inquiry, the subcommittee seeks 
definite answers: 

(1) In the sale of credit insurance, are there any abuses which our 
present Federal antitrust and monopoly statutes intend to prevent, 
but which nevertheless are not covered by such laws as presently 
written? 

(2) If so, how should such Federal laws be amended to cope with 
such abuses? 

(3) Do such antitrust and monopoly practices embrace coercion 
and intimidation? 

(4) Do such coercive and intimidating practices exist because of 
lack of State regulation? 

(5) Should Public Law 15 (79th Cong.) be amended or repealed? 

With the scope of the subcommittee inquiry thus unmistakably 
defined, let us turn next to a second important point. 


CONGRESSIONAL POWER TO INVESTIGATE THE INSURANCE INDUSTRY 


The Subcommittee on Antitrust and Monopoly Legislation derives 
its authority to investigate the insurance industry by virtue of Public 
Law 15 (79th Cong.). 

With reference to the applicability of Federal antitrust and monop- 
oly laws to the business of insurance, Public Law 15 provides as 
follows: 

(1) The Sherman Act and the Clayton Act! shall be applicable 
to the business of insurance to the extent such business is not regulated 
by State law. 

(2) Nothing shall render the Sherman Act inapplicable to any 
agreement to boycott, coerce, or intimidate, or act of boycott, coer- 
cion, or intimidation.’ 

Thus, the definition of three terms, “regulation,” ‘‘coercion,’’ and 
‘intimidation’ becomes of the utmost importance. 


1 Those portions of the Sherman Act and the Clayton Act pertinent to this investigation are reprinted at 
the conclusion of this report under appendix A. 

? March 9, 1945, ch. 20, sees. 2and 3, 59 Stat. 34; July 25, 1947, ch. 326, 61 Stat. 448; sees. 1011-1013, Title 15, 
United States Code. 
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“REGULATION” DEFINED 


To accurately define the terms “regulate” or “regulation” as it 
applies to the business of insurance and the Federal antitrust and 
monopoly laws, it would be difficult to find a better source than the 
late distinguished Senator from Nevada, Patrick A. McCarran. It is 
because of the major role which he played in the drafting and the en- 
actment of Public Law 15 that this law likewise is referred to as the 
McCarran Act. 

In the American Bar Association Journal, July 1948, Senator 
McCarran, referring to Public Law 15, said in part: 

In enacting this law Congress held out an invitation to the States to deal 
affirmatively and effectively with the activities and practices of the insurance 
business, which might otherwise be the subject of Federal regulation. * * * 

* * * where the public interest is protected by proper regulation pursuant to 


affirmative State law, it would seem the true test of Public Law 15 has been 
met. * * * 


But, continuing, Senator McCarran said: 


* * * the business of insurance is one which touches closely the lives of the 
people. The Supreme Court has decided that insurance is interstate commerce. 
The Congress therefore has a duty to be vigilant of the public interest, to see that the 
business of insurance is fully compatible with the public interest. * * * We must 
recognize that silence on the part of Congress depends primarily, not upon the 
extent or type of regulation imposed by the various States, or by any State, but 
rather upon the success of such regulation. [Our italics.) 


Such a definition embraces three elements: (1) Properly and ade- 
quately drafted State laws and/or regulations; (2) administration of 
the same laws and regulations in such fashion as to (3) culminate in 
effective enforcement. 

The subcommittee is of the opinion that regulation of the business 
of insurance by the States ought to embrace these three elements. 

Let us next proceed to a definition of “coercion” and “intimidation.”’ 


“COERCION” AND “INTIMIDATION”? DEFINED 


Any agreement which operates to force unreasonable terms and 
conditions upon independent traders and to impose control upon 
their trading is coercive conduct.’ Specifically applied to insurance, 
the United States Supreme Court in U. 8S. v. Southeastern Under- 
writers Association (S. E. U. A.) * listed as coercive the practice of 
compelling persons who needed insurance to buy only from 8. E. 
U. A. members on S. E. U. A. terms. 

“Intimidation”’ connotes the inspiration of fear.® 

With these important preliminary factors established, let us next 
turn to the first step in the subcommittee’s investigation. 


THE INITIAL SURVEY 


At the direction of the chairman, Senator William Langer, of 
North Dakota, extensive research on the subject of credit insurance 
and its abuses in connection with small loans and other financial 
transactions was made by the staff before the subcommittee decided 
to take further steps. 

3 U. S. v. National Retail aes Dealers Association (40 F. Supp. 448); U. S. v. General Motors Corpora- 
tion (121 F. 2d 376,44 L. R. A. 8. 325). 


4 U.S. v. Southeastern U po Sed Assoriation (322 U. 8. 533, 64S. Ct. 1162, 88 L. Ed. 1440). 
5 See vol. 22, Words and Phrases Judicially Defined, p. 421, and cases there cited. 
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Questionnaires asking for specific data were sent to the insurance 
commissioner of every State, and to every insurance company known 
to be engaged in the sale of credit insurance. 

The information received in response to these questionnaires was 
most voluminous. Months were spent in its careful analysis. As a 
result there emerged before the subcommittee a composite picture 
which revealed the following facts: 

(1) Throughout the United States, the lending of money in sums 
ranging from $25 or less to not to exceed $1,000 has become a business 
of substantial magnitude. 

(2) The major portion of those people who borrow such sums are 
family men with incomes in the lower income brackets, laborers 
whose only source of income is a job. 

(3) Beset by unemployment, ill health, and poor housing, this 
group presents the greatest risk to the lender. At the same time, 
their need for credit is so great as to be the need for survival itself. 

(4) To prevent unscrupulous lenders from taking advantage of 
this situation, the majority of States have passed laws and/or regula- 
tions making it unlawful to charge interest beyond a fixed rate for 
money loaned these people, together with other statutory measures 
for their protection. 

(5) The individuals and institutions who joan money to the group 
here described fall into two categories: (a) ethical lenders and (6) 
unethical lenders. 

The ethical lender strictly complies with State laws and regulations. 
The unethical lender employs subterfuge to circumvent the law. 
While confining his interest charges to the legal rate, the unethical 
lender refuses to loan money unless the borrower becomes a party to 
some scheme which will yield the lender an extra source of profit in 
addition to interest charged for money loaned. To effect this purpose, 
he employs coercion and intimidation. In such instances, when 
forthright action by public officials results in his conviction, blocks 
one practice, the unethical lender devises some other scheme whereby 
he may prey upon poor and necessitous borrowers. 

One of the most recent devices employed by the unethical lender 
is the tie-in sale of credit life, health, and accident insurance in 
connection with small loans. 

There are two types of credit insurance: (@) group credit insurance 
and (b) the individual type policy. 

Again, group credit insurance falls into two categories: noncontri- 
butory group credit insurance (where no part of the insurance cost is 
directly paid by the borrower), and contributory group credit 
insurance. 

Under the noncontributory group plan, the sale of the insurance 
itself affords no source of extra profit to the lender. Similarly, where 
contributory group credit insurance is employed, the source of extra 
profit to the lender is so modest as to afford little temptation to the 
lender who would employ unethical practices to sell it. 

Conversely, however, where the individual policy of credit insurance 
is sold, the policy is paid for by the borrower. A commission is paid 
to the seller. Tied in with small loans the sale is made by the organi- 
zation making the loans or some individual connected with it. 

The subcommittee found instances where lenders received as much 
as 85 percent of the premium paid by the borrower as commission 
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for the sale of the insurance. Of course, this income was in addition 
to the interest cha for money loaned. Where commissions of this 
magnitude are paid, very little of the premium dollar is expended in 
the payment of claims. In one instance, the subcommittee found 
the portion of the premium dollar returned to borrowers in claim 
payments was only slightly in excess of 7 percent. 

his situation places temptations before the unethical ‘ender 
which too often are irresistible. Coupled with this is the inferior 
bargaining power of the borrowers. Especially is this true in connec- 
tion with small loan transactions. This inequality of bargaining power 
is the basis for all interest regulatory statutes. Because of the 
borrower’s inexperience in business, lack of other credit sources, his 
imperative need for money, the unethical lender finds it an easy matter 
to coerce and intimidate him into buying credit insurance. The 
borrower is in no position to do anything but accept the lender’s 
terms. One of these terms often requires the borrower to purchase the 
insurance exclusively from the lender. In this climate, competitive 
rates, policy provisions are valueless. The purchaser has no freedom 
of choice. Thus competition is eliminated. 

(7) On the basis of the evidence obtained the subcommittee found: 

(a) The tie-in sale of insurance by lenders under the circum- 
stances just described creates a captive market. 

(6) Serious abuses, including coercion and intimidation, attend 
the sale of credit insurance where the market is thus captive. 

(c) These practices are literally so widespread as to inflict 
these abuses upon millions of American borrowers and their 
families. 

(8) To eradicate these practices a number of States have enacted 
laws and/or promulgated regulations governing the sale of credit 
insurance in connection with small loans. In those States where such 
sales are not adequately regulated, however, the subcommittee found 
the abuses of credit insurance are most pernicious—pernicious to that 
degree in which State regulation is ineffective or completely lacking. 

(9) Finally, the subcommittee found individual credit insurance 
policies can be and are sold extensively without employing coercive 
or intimidating tactics. 

Under no circumstance should those individuals and institutions 
who sell such insurance, without engaging in coercion, intimidation, 
or other unscrupulous activities, be condemned because other lenders 
sell credit insurance unethically. 

(10) Quite aside from the question of coercion or intimidation, the 
subcommittee found a growing number of finance and lending organi- 
zations whose officers, directors, or stockholders likewise were officers, 
directors, and/or stockholders in credit insurance corporations. 

With this brief résumé of the preliminary staff survey, let us next 
turn to— 


Part II. Tae Suscommirrer’s FInpInGs 


FURTHER SUBCOMMITTEE ACTION 


Upon the basis of the evidence obtained through its initial study, 
the subcommittee decided to further investigate this situation by 
holding a series of public hearings, limited to those States where, 
because of lack of State regulation, extensive evidence of the abuses 
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here related seemed apparent. Accordingly, the subcommittee held 
its first hearing in the State Senate Chamber, State Capitol, Topeka, 
Kans., Monday, September 20, 1954. 


ACTIVITIES EXPLORED 


At this hearing, the subcommittee explored three general areas of 
credit insurance and related activities: 

First, the relationship between certain trade associations and certain 
Kansas finance companies; 

Second, the relationship between certain Kansas finance companies 
engaged in interstate operations and certain Kansas insurance com- 
panies; and 

Third, the extent and severity of coercive, intimidating, and other 
unscrupulous practices in the sale of credit insurance in connection 
with small loans and other financial operations in Kansas. 


ORAL TESTIMONY AND OTHER DATA 


Twenty-three witnesses testified orally at the Topeka hearing. 
These witnesses included State officials; executives and employees of 
lending, finance, and credit insurance companies; officials of finance 
and credit insurance associations, civic organizations; together with a 
group of individual borrowers. This was supplemented by a number 
of exhibits and other written data. Finally, the chairman, following 
the Topeka hearing and before this report was prepared, invited and 
permitted interested parties to submit additional evidence either 
orally or in writing. The complete oral testimony here referred to, 
as well as the written statements and exhibits filed, are fully set 
forth in the transcript of the hearings covering the Kansas investiga- 
tion. On the basis of this evidence, the subcommittee makes the 
following findings: 


A. Trade association relationships: 


Two trade associations, the Kansas Association of Finance Com- 
panies and the Consumers Credit Insurance Association, have member 
companies which do business in Kansas. 

The Kansas Association of Finance Companies is located at Kansas 
City, Kans. It is a trade association composed of sales finance com- 
panies in Kansas whose principal business is the purchase of dealer 
paper in the automobile and appliance field at a discount. Its mem- 
bers do, however, make direct loans. Two members of the Kansas 
Association of Finance Companies are the Commerce Acceptance 
Corp., Atchison, Kans., and the Bankers Investment Co., Hutchinson, 
Kans. 

The Consumers Credit Insurance Association is located at 307 North 
Michigan Avenue, Chicago, Ill. Its purpose is to disseminate infor- 
mation to its members concerning the credit insurance industry. 

On the basis of the testimony the subcommittee found— 

(1) No evidence that the relationship between the Kansas Associa- 
tion of Finance Companies with either Commerce Acceptance Corp. 
or the Bankers Investment Co. was in any way responsible for the 
organization by either of said companies, or any of its officers, direc- 
tors, or stockholders of credit insurance companies, who through com- 
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mon officers, interlocking directorates, or common stock ownership, 
were tied in with the aforesaid finance and lending organizations. 

(2) That neither the Kansas Association of Finance Companies nor 
the Consumers Credit Insurance Association had with its respective 
members any agreement relating to the following subjects: 

(a) Premium rates to be charged for credit insurance policies 
sold within the State of Kansas; 

(6) Rates and amounts of commission or other reimbursement 
paid to lending and finance organizations, or individuals connected 
therewith, for services rendered in the sale to Kansas borrowers 
of credit insurance in connection with small loans and other 
financial transactions. 

(3) Nor did either association issue any directives to its respective 
members prescribing or suggesting a course of conduct between the 
representative of the lender and/or credit insurance company and the 
prospective borrower of money and/or purchaser of credit insurance 
designed to— 


(a) Induce, either directly or indirectly, the employment of 
coercion, intimidation, or other unscrupulous practices in the 
sale by lenders of credit insurance to Kansas borrowers; 

(6) Create a monopoly for association member companies or to 
restrain or eliminate competition in the sale of credit insurance 
in Kansas by nonmember companies. 


(4) Despite the above findings and testimony to the effect that 
rates of credit insurance companies were competitive, the subcom- 
mittee found contrary evidence pointing to— 

(a) Uniformity between rates of nationally operated credit 
insurance companies; and 

(6) Uniformity in rates between such companies and Kansas 
credit insurance companies. 


B. Relationship between finance and lending organizations and credit 
insurance companies: 


From the testimony presented, together with other data submitted, 
the subcommittee found 3 credit insurance companies doing business 
in Kansas, where 1 or more individuals who are either officers, directors, 
and/or stockholders of 1 of the credit insurance companies likewise 
are Officers, directors, and/or stockholders of a finance company, in 
one degree or another engaged in direct lending in Kansas. These 
companies are as follows: 

(1) The Colorado Credit Life Insurance Co. bearing an officer- 
stockholder relationship to a Colorado finance company, both with 
principal offices in Boulder, Colo. ; 

(2) The Central Plains Life Insurance Co., an independent 
company, but with an officer-director-stockholder relationship to the 
Bankers Investment Co. Both companies have their principal offices 
in Hutchinson, Kans. 

(3) The Midland Empire Life Insurance Co., a subsidiary of the 
Commerce Acceptance Corp., each having its principal offices at 
Atchison, Kans. 

The Colorado Credit Life Insurance Co. was founded in 1949. 
The Central Plains Life Insurance Co. was started in February 1954. 


57921—55——2 
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Less than 6 months later, the Midland Empire Life Insurance Co. 
was organized in June 1954. 

The complete relationships between these companies are fully set 
forth in the transcript. Suffice to say here, the Colorado Credit Life 
Insurance Co. cannot sell credit insurance through the Colorado 
finance company, since finance companies are prohibited from writing 
credit insurance in Colorado. 

The subcommittee found the Central Plains Life Insurance Co. 
and the Midland Empire Life Insurance Co. both intended and were 
planning to write insurance other than credit insurance. At the time 
of the hearing, however, actual sales by both companies were confined 
exclusively to the credit insurance field. 

The fact that premium income of an insurance company is not 
subject to Federal income tax was not a motivating force in the 
formation of the Central Plains Insurance Co. Conversely, however, 
the subcommittee found this to be one of the motives which prompted 
the Commerce Acceptance Corp. to organize the Midland Empire 
Life Insurance Co. 

A further purpose for which the Central Plains Insurance Co. and 
the Midland Empire Life Insurance Co. were organized was to keep 
credit insurance profits in Kansas. Moreover, the subcommittee 
found, where it is possible, the Bankers Investment Co. and the Com- 
merce Acceptance Corp. intend to do business with their own com- 
panion credit insurance companies, rather than with com _ com- 
panies. Before these companies were organized, the Bankers Invest- 
ment Co. and the Commerce Acceptance Corp. wrote haan in other 
credit insurance companies, and still do in those States in which their 
companies are not licensed, and to some extent in Kansas. The two 
companion credit insurance companies have only recently been 
organized. 

This concludes the subcommittee’s findings concerning the inter- 
relationship between lending and finance companies and credit 
insurance companies in Kansas. Let us next turn to the final phase 
of the subeommittee’s investigation: 


C. Coercion, intimidation, and other unscrupulous practices in the sale 
of credit insurance in connection with small loans and other finance 
operations in Kansas: 


On the above subject, the subcommittee makes the following findings: 

(1) In many instances, credit insurance is sold to borrowers in 
Kansas— 

(a) Upon the request or solely at the option of the borrower; 

(b) When so sold, there is little or no coercion or intimidation; 

(c) Under these circumstances, borrowers testified they desired 
credit insurance; that it paid their debt when illness, accident, 
or death otherwise would have made payment difficult or im- 
possible. 

(2) In other instances where credit insurance was sold to Kansas 
borrowers, the subcommittee found extensive evidence of coercion and 
intimidation. 

(3) These coercive and intimidating acts can be divided into two 
categories: 
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(a) Positive acts of coercion; and 

(6) Silence or “intimations” which produce the sale off un- 
wanted credit insurance as effectively as if positive acts of coercion 
and intimidation had been employed. 

(4) The itive acts of coercion and intimidation employed in- 
cluded the following practices: 

(a) Forcing poor and financially distressed Kansas borrowers 
to pay for unwanted credit insurance as a condition to receiving 
loans of small sums of money. 

(6) Collection of the borrowers’ indebtedness which (when 
credit insurance had been sold) included the collection of insurance 
premiums, through the use of insulting letters, collect telegrams, 
even the threat of bodily harm if the Lites did not pay. 

(5) Where silence was substituted for positive acts of coercion and 
intimidation, the credit insurance premium simply was added to the 
borrower’s total obligation, without identifying it assuch. Thereafter 
the credit insurance policy might or might not be mailed to the 
borrower. Irrespective of this, the lender expected the borrower to 
pay for the policy, whether the borrower wanted the insurance or not. 

(6) The subcommittee likewise found the following additional un- 
scrupulous practices employed in the sale of credit insurance to Kansas 
borrowers: 

(a) Sales of credit insurance in amounts far in excess of money 
loaned; 

(b) Failure to deliver the policy to the borrower, thus keeping 
the borrower in ignorance as to his coverage or other rights in the 
policy; 

(ec) Payment of excessive commissions, in which instances 
little was left for the payment of claims; 

(d) Pyramiding of policies effected by requiring the borrower to 
purchase a second policy upon refinancing his loan without 
cancellation of the first policy purchased when the money was 
originally borrowed; failure to make a refund of unearned pre- 
mium when insurance is canceled on payment of the loan, and 
other pernicious practices. 

(7) The loan, finance, and credit insurance companies who benefiteJ 
from these coercive, intimidating, and other unscrupulous practices 
were not exclusively Kansas companies. Instead, they included 
companies whose principal places of business were located in States 
other than Kansas, companies thus doing business across State lines. 

(8) The subcommittee found the conditions described to exist in 
Kansas for the following reasons: 

(a) There are no adequate small loan or retail instaliment sales 
laws in Kansas; 

(6) There is no administrative agency in Kansas vested with 
the power to directly control lending and finance institutions; and 

(c) Because the sale of credit insurance when made in connec- 
tion with small loans almost exclusively is sold by the lending 
organization or someone connected with it, there is an absence of 
State regulation of credit insurance in Kansas. 
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(9) Four factors were found largely responsible for this lack of 
adequate State regulation of credit insurance in Kansas: 

(a) Opposition. to such legislation by unethical lenders; 

(b) Misrepresentation as to the effect of such proposed legis- 
lation; 

(c) Failure of the public to appreciate the seriousness of the 
problem in Kansas; and 

(d) The wide disparity in views represented by various Kansas 
citizens and organizations as to what type of State laws and/or 
regulations sh ould be enacted to eradicate credit insurance abuses. 

(10) In spite of all this, the subcommittee found courageous and 
forthright action had been taken both by the Kansas insurance com- 
missioner, Hon. Frank Sullivan, and the Kansas attorney general, 
Hon. Harold R. Fatzer, together with their respective staffs. 

At the time of the subcommittee’s hearing, Commissioner Sullivan 
likewise was chairman of the credit insurance subcommittee of the 
National Association of Insurance Commissioners. In this dual 
capacity, Commissioner Sullivan had extensively studied credit in- 
surance problems both on a State and a National level. From this 
experience, Commissioner Sullivan had promulgated credit insurance 
regulations for Kansas. If and when placed in effect, Commissioner 
Sullivan promised vigorous enforcement. He cannot carry out his 
program with the maximum effectiveness, however, unless the people 
of Kansas give effect to his proposed regulations and provide him with 
sufficient funds and an adequate staff to properly execute his program. 

The attorney general, Hon. Harold R. Fatzer, had, at the time of the 
subcommittee’s hearing, filed over 55 lawsuits against unethical 
lenders. Forty-one of these had been successfully concluded. Sur- 
prising as it may seem, however, this action by no means solved 
Kansas’ problems. Originally, these unethical lenders had employed 
brokerage and other schemes to avoid Kansas usury laws. Thwarted 
by the attorney general’s action, these lenders turned to the sale of credit 
Insurance. 

Nor was this by any means the only problem which beset the Kansas 
attorney general. Other obstacles included the following: 

(a) Difficulty in determining who were the real owners of the lending 
organizations, due to their nonresidence and their practice of con- 
stantly changing their company names; 

(6) The impossibility of obtaining personal service on out-of-State 
owners, without which any injunction obtained under Kansas law is 
not binding; 

(c) The unsettled status of Kansas court decisions as to what 
constitutes usury; 

(d) The determination of lenders after conviction to postpone the 
final decision as to their guilt by appeal to higher courts. 

Finally, this must be remembered: When the lender employs coer- 
cion, intimidation, or other unscrupulous practices to sell credit insur- 
ance to the borrower or collect credit insurance premiums from him, 
these problems become credit insurance problems. 

In the meantime, what is happening in Kansas? 
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A LAST LOOK AT THE KANSAS SITUATION 


The findings of the subcommittee already have been presented. 
The complete verbatim evidence to support these findings will be 
found in the transcript of the Topeka hearing. Included is the testi- 
mony of a borrower’s wife. Her husband had borrowed money from 
a Kansas loan company. The president of this concern was associated 
with some 17 active and inactive concerns engaged in finance, lending, 
and allied activities located in Alabama, Colorado, Florida, Kentucky, 
Missouri, and Kansas. This woman, suffering from protracted illness 
and harassed by representatives of this Kansas loan company trying 
to collect its indebtedness (which included credit insurance), at- 
tempted to take her own life. 

Thus ends the Kansas story. 


SUMMARY 


What recommendation should the subcommittee make in the face 
of a situation like this? 

Those who would gpeculate on this point might more profitably 
reflect upon the words of Edmund Burke (1774), spoken to his con- 
situtents in Bristol: 

Certainly, gentlemen, it ought to be the happiness and glory of a representa- 
tive to live in the strictest union, the closest correspondence, and the most unre- 
served communication with his constituents. Their wishes ought to have great 
weight with him; their opinions great respect; their business unremitted attention. 
It is his duty to sacrifice his repose, his pleasure, his satisfactions, to theirs * * * 
But his unbiased opinion, his enlightened conscience, he ought not to sacrifice 
to you or to any set of men living * * * They area trust from Providence * * * 
Your representative owes you, not his industry only, but his judgment; and he 
betrays instead of serving you, if he sacrifices it to your opinion.® 

In this perspective, and on the basis of the findings here set forth, 
the subcommittee makes the following recommendations: 


Part III. Suscommirrer RECOMMENDATIONS 
PREFACE 


The subcommittee is fully cognizant that a long and tenacious 
struggle often must precede enactment of State laws and other regu- 
latory measures sufficient to eradicate abuses of the nature here dis- 
closed. Nevertheless, the subcommittee emphatically is of the opinion 
“honest controversy,” a “protracted but wnsuccessful struggle’’ to 
secure adequate State laws and regulations do not constitute ‘‘State 
regulation” within the meaning of our Federal antitrust and monopoly 
laws and Public Law 15. 

The subcommittee has complete confidence that the citizens of 
Kansas ean, and shortly will, eradicate abuses of credit insurance in 
their State through enactment and enforcement of State regulatory 
measures. 





6 From Perspective, by Raymond Moley, Newsweek, October 18, 1954. 











12 TIE-IN SALE OF CREDIT INSURANCE 


RECOMMENDATIONS 


In view of its opinion just expressed, the subcommittee, for the 

resent moment, does not recommend enactment of new Federal 
legislation nor the amendment of existing Federal laws. Notwith- 
standing this, the subcommittee cannot dismiss from its attention the 
credit insurance problems of Kansas so long as the coercive, intimi- 
dating, and other unscrupulous practices revealed here prevail. 

The subcommittee is quite aware that these abuses are not confined 
exclusively to Kansas. Instead, these practices may be even more 
flagrant in other States. Therefore, what has been and shall be said in 
these recommendations shall apply to Kansas and to every other State 
to the degree to which coercive, intimidating, and other unscrupulous 
practices exist. 

The subcommittee accordingly recommends that this investigation 
of the tie-in sale of credit insurance with small loans and other financial 
transactions continue through additional staff study and State-by- 
State public hearings. 

The subcommittee further recommends that such an investigation, 
like the present one, at least encompass three general areas of explora- 
tion: (1) Trade association relationships with member companies; 
(2) formation of companion credit insurance companies by finance 
and lending institutions; (3) coercion, intimidation, and other un- 
scrupulous practices employed in such sales of credit insurance. 

Specifically, the subcommittee recommends that inquiry be ad- 
dressed to the following points: 

(1) Are there any agreements between finance, lending, or credit 
insurance associations with member companies, or between member 
companies themselves which result in (a) uniformity of premium 
rates charged; (6) other practices which stifle or eliminate competition 
from nonmember companies; (c) formation of companion credit in- 
surance or finance and lending organizations; (d) employment of 
coercion, intimidation, and other unscrupulous practices in the sale 
of credit insurance; (e) boycott practices to stifle borrower credit with 
competing companies when borrowers object to unfair tactics by this 
lender? 

(2) Could these associations effectively eliminate such abuses’ 
‘through self-policing agreements between member companies? 

(3) “Tf, in the absence of agreement, uniformity of rates prevails 
extensively between competing credit insurance companies, is this 
due to a captive market? 

(4) To what extent are credit insurance companies being formed 
which bear officer-director-stockholder relationships with finance and 
lending organizations? Where such companion companies are formed: 
(a) Did the finance and lending concern write credit insurance with 
other companies before its companion company was organized; (bd) 
does the finance and lending concern still write credit insurance with 
such companies in those States where companion companies now are 
licensed to do business; (c) does the companion credit insurance com- 
pany write credit insurance for any finance and lending company other 
than its companion company? 

(5) What, if any, benefits accrue to finance and lending institutions, 
or the individuals connected therewith, through an officer-director- 
stockholder relationship with a credit insurance company? Do these 
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benefits include: (a) Additional profits because no part of premium 
income must be paid to any individual or concern not connected with 
one or both sugh companion institutions? (6) How substantial are 
additional profits resulting from the fact that insurance premium 
income is not subject to Federal income tax? (c) To what extent is 
a captive market a profit factor? 

(6) How powerful is the position of an officer-director-stockholder 
relationship between credit insurance companies and finance and 
lending organizations as a weapon to stifle and eliminate competition: 
(a) By cutting interest rates on money loaned; (6) cutting insurance 
rates; (c) shaiticmont of other practices which can be availed of only 
by reason of such favorable relationship? (d) To what extent is this 
power exercised to perpetrate such acts? 

(7) Is the total profit to the lender, through captive markets, owner- 
ship of companion insurance companies as great as if the lender had 
employed well-defined and undisputed forms of coercion and intimida- 
tion? If so, should a captive market in itself constitute coercion 
within the meaning of the Federal antitrust and monopoly laws? 

(8) To what extent are coercive, intimidating, and other unscrupu- 
lous practices employed in the sale of credit insurance in those States 
where the subcommittee has not held public hearings? 

(9) In what degree are these abuses due to inadequate State laws, 
regulations, and/or enforcement? 

(10) To what degree are hardships inflicted upon poor and neces- 
sitous borrowers in those States now lacking adequate credit insurance 
regulation? 

(11) What is the probability that such abuses will be eradicated 
shortly through enactment and enforcement of regulatory measures 
by the States? 

(12) How long should Congress wait for the States to solve these 
problems before enacting Federal legislation? 

(13) Since silence and intimations can result in the sale of 
unwanted credit insurance as effectively as if positive acts of coercion 
are employed, should this practice be spelled out as an unmistakable 
form of coercion by amending present Federal antitrust laws? 

(14) Should new Federal legislation be enacted now? If so, should 
such a law— 

(a) Divorce officer-director-stockholder relationships between 
credit insurance companies and finance and lending organi- 
zations? 

(6) Prohibit lenders, their employees, from directly or in- 
directly profiting from the sale of credit insurance? 

(c) Prohibit the sale of individual credit insurance policies 
except through a sales operation exclusively confined to the credit 
insurance company staff and completely divorced from the finance 
and lending organization? 

(2d) Prohibit compulsory purchase of credit insurance exclu- 
sively from the lender as a condition precedent to granting a loan? 

(e) Limit premiums paid to a specified ratio of claim payments? 

(f) Limit the amount and terms of insurance written to the 
amount and term of the loan obligation; and in the case of install- 
ment loans, shall decrease with each installment payment? 





14 TIE-IN SALE OF CREDIT LYSURANCE 


(15) The subcommittee is aware that present abuses of insurance 
are not exclusively confined to the field of credit insurance. There- 
fore, should Public Law 15 be amended or repealed? 

7 


A FINAL ADMONITION 


The story of credit insurance is not entirely a story of chicanery, 
nor need it be. An impressive number of borrowers testified before 
the subcommittee at Topeka that credit insurance paid their debt 
when they were beset by illness, accident, or by the death of the head 
of their household. Thus, like all other forms of insuranc e, when 
not abused, credit insurance performs a most admirable function. 

Those who are associated with the credit insurance industry have 
the choice between the high calling of a great public service and 
yielding to a single temptation—greed. It is most regrettable that 
some few have brought disrepute to an industry so great as the in- 
surance industry. 

To those individuals who abhor the thought of Federal interference 
with the business of insurance, who desire the continued regulation 
of the industry by the several States, the subcommittee has this 
final admonition: 

This subcommittee will not allow itself to be blinded by subterfuge. 
Neither will it turn a deaf ear to those of our citizenry oppressed by 
the coercive practices related in this report. The citizens of Kansas 
and the other several States likewise are citizens of the United States. 
While these abuses here related continue, this subcommittee will not 
forever accept ‘“‘attempts”’ at regulation as a substitute for regulation 
of the business of insurance by the States. The patience of the Federal 
Government with those who would abuse the good name of insurance 
some day may come to an end. 


WiuuiAM LANGER, Chairman. 
Everett McKinuey Dirksen. 
Haruey M. KiuGore. 

Estes KEeFavuveEr. 














AppenpIx A 


Two Federal statutes relating to antitrust and monopoly practices 
are pertinent to the subcommittee’s inquiry: the Sherman Act and 
the Clayton Act. Those portions most pertinent, in substance are as 
follows: 


THe SHERMAN AcT 


Every contract, combination in the form of trust or otherwise, or conspiracy, 
in restraint of trade or commerce among the several states * * * is hereby 
declared to be illegal. * * * Every person who shall make any contract or 
engage in any combination or conspiracy hereby declared * * * to be illegal 
shall be deemed guilty of a misdemeanor, and, on conviction thereof, shall be 
punished by fine not exceeding $5,000, or by imprisonment not exceeding one 
year, or by both said punishments, in the discretion of the court. 

Every person who shall monopolize, or attempt to monopolize, or combine or 
conspire with any other person or persons, to monopolize any part of the trade 
among the several states, * * * shall be deemed guilty of a misdemeanor, and, 
on conviction thereof, shall be punished by fine not exceeding five thousand 
dollars, or by imprisonment not exceeding one year, or by both punishments, in 
the discretion of the court (July 2, 1890, ch. 647, Section 1, 26 Stat. 209; Aug. 17, 
1937, c. 690, Title VII, 50 Stat. 693; Sections 1 and 2, Title 15, United States 
Code). 

The word “‘person”’ or “persons”? * * * shall be deemed to include corporations 
and associations existing under or authorized by the laws of either the United 
States * * * the laws of any State * * * (Oct. 15, 1914, ch. 323, Section 1, 
38 Stat. 730; Section 12, Title 15, United States Code). 


Tue CLaytTon Act 


* * * Tt shall be unlawful for any person engaged in commerce, in the course 
of such commerce, either directly or indirectly, to discriminate in price between 
different purchasers of commodities of like grade and quality, where either or any 
of the purchases involved in such discrimination are in commerce, or where such 
commodities are sold for use, consumption, or resale within the United States, or 
any Territory thereof * * * and where the effect of such discrimination may be 
substantially to lessen competition or tend to create a monopoly in any line of 
commerce, or to injure, destroy, or prevent competition with any person who 
either grants or knowingly receives the benefit of such discrimination, or with 
customers of either of them (Oct. 15, 1914, ch. 323, Section 2, 38 Stat. 730; June 
19, 1936, ch. 592, Section 1, 49 Stat. 1526; Section 13, Title 15, United States 
Code). 

It shall be unlawful for any person engaged in commerce, in the course of such 
commerce, to make a sale or contract for sale of goods, wares, merchandise, 
* * * or other commodities, * * * for use, consumption, * * * within the 
United States * * *, or fix a price charged therefor, or discount from, or rebate 
upon, such price, on the condition, agreement, or understanding that the * * * 
purchaser thereof shall not use or deal in the goods, wares, merchandise, * * * 
or other commodities of a competitor or competitors of the seller, where the effect 
of such * * * sale, or contract for sale or such condition, agreement, or under- 
standing may be to substantially lessen competition or tend to create a monopoly 
in any line of commerce (Oct. 15, 1914, ch. 323, Section 3, 38 Stat. 731; Section 
14, Title 15, United States Code). 

No corporation engaged in commerce shall acquire, directly or indirectly, the 
whole or any part of the stock or other share capital and no corporation subject 
to the jurisdiction of the Federal Trade Commission shall acquire the whole or 
any part of the assets of another corporation engaged also in commerce, where in 
any line of commerce in any section of the country, the effect of such acquisition 
may be substantially to lessen competition, or to tend to create a monopoly 
(Oct. 15, 1914, ch. 323, Section 6, 38 Stat. 731; Dec. 29, 1950, 12:50 a. m., ch. 
1184, 64 Stat. 1125, Section 18, Title 15, United States Code). 
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